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This article reports on some of the direct costs of raising equity capital by
closed-end fund licensed investment company (LIC) initial public offerings
(IPOs) in Australia from 1995 to 2005. The amount of underpricing by
these IPOs is also identified. The average total direct costs amounted to
a relatively low 3.4% of the capital raised, while fees paid to underwriters
and/or stockbrokers was around 2.3%, to legal firms around 0.25% and to
accounting firms around 0.07%. The average underpricing by these LIC
IPOs was 1.3%. This article also confirms that the percentage total direct
capital raising costs are inversely related to the size of the IPO and
underwritten closed-end fund IPOs tend to have higher percentage total
capital raising costs than those not underwritten.
I. Introduction
The literature on closed-end fund initial public
offerings (IPOs) is small but growing (Weiss, 1989;
Peavy, 1990; Levis and Thomas, 1995; Leonard et al.,
2005). Much of the discussion in this literature has
been on the underpricing of these IPOs. Underpricing
is an indirect cost and refers to the first day’s trading
price being higher than the issue price. The amount
of underpricing incurred by closed-end fund IPOs
appears, on average, to be a small (compared to
industrial company IPO underpricing studies) indi-
rect cost of raising equity capital. The purpose of this
article however, is to focus on some of the direct costs
of raising equity capital by closed-end fund IPOs.
This article adds to the literature on closed-end
funds by introducing a data set of 30 such IPOs
during 1995–2005. In Australia, these closed-end
funds are called listed investment companies (LICs).
These LIC IPOs raised over A$3.9 billion of public
equity capital which represents significant public
equity capital investment support in Australia. This
magnitude of LIC IPO capital raised is nearly 10% of
the entire IPO capital raised by 834 industrial and
resources IPOs during 1994–2004 and it equates to
nearly 2.5 times the capital raised by 114 gold mining
IPOs (Dimovski and Brooks, 2007a). It is also slightly
less than half of the IPO capital raised by the biggest
industry sector of 58 property trust IPOs over the
11-year period 1994–2004 (Dimovski, 2006). The
average LIC IPO raised over A$130 million.
The average LIC IPO in turn incurred an average
3.4% direct cost of capital raising, of which under-
writing/stockbroking, legal and accounting costs
relating to the IPO averaged around 2.3, 0.25 and
0.07%, respectively. This amounts to around A$4.4
million in issue costs per average IPO. Clearly an
average A$4.4 million per issue is a sizeable amount
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and identifying factors that influence these costs
would be useful. This article investigates such factors.
Our findings suggest that LIC IPOs have economies
of scale so far as total direct capital raising costs are
concerned. Additionally, those LIC IPOs that choose
to use an underwriter have higher percentage capital
raising costs. Accounting costs, as a percentage of
capital raised, also appear be inversely related to size.
The remainder this article is as follows. Section II
briefly summarizes some of the literature in the area.
Section III presents the model. Section IV reports our
results. Section V contains our conclusions.
II. Related Literature
This section contains two parts. The first part briefly
identifies some of the underpricing literature relating
to industrial company and closed-end fund IPOs.
The second part identifies some of the direct cost of
capital raising literature. It is this second part to
which the current study hopes to contribute.
Underpricing literature
There is a great deal of literature regarding the
underpricing of industrial company IPOs. The range
of underpricing internationally is from 4.2%
in France (Leleux and Muzyka, 1993) to 948.6% in
China (Su and Fleisher, 1999). Recent Australian
industrial company IPO studies include Lee et al.
(1996a) and Dimovski and Brooks (2004) who report
underpricing costs of 16.4 and 25.6%, respectively.
Loughran et al. (1994) and Ritter (2003) summarize
much of the international evidence.
The literature relating to the underpricing of
closed-end fund IPOs is not vast and the underpricing
costs are not large. In fact, Weiss (1989) studied
67 US closed-end funds during 1985–1987 and Peavy
(1990) studied 41 US closed-end fund IPOs during
1986–1987 and both report average underpricing not
significantly different to zero. In a later study
Leonard et al. (2005) analysed 89 US listed inter-
national closed-end fund IPOs during 1985–1997 to
report an average underpricing of 2.26% which was
statistically, significantly different to zero (but if
outliers were excluded then the result was not
significant). Levis and Thomas (1995) studied 105
UK closed-end fund IPOs during 1984–1992 and find
a significant mean underpricing of 1.91%. Dimovski
and Brooks (2006) examined 30 Australian closed-
end funds during 1995–2005 and find a mean
underpricing of 1.3%. This underpricing however
was not statistically, significantly different to 0%.
Direct cost of raising capital literature
Lee et al. (1996b) examined 1767 US IPOs during
1990–1994 and report an average direct cost of
raising equity capital of 11%. They suggest econ-
omies of scale in direct costs to IPO issuers. Kooli
and Suret (2002) examined 224 Canadian IPOs
during 1997–1999 and report that total direct costs
over this period averaged around 14%. Chen and Wu
(2002) investigated Hong Kong IPOs during 1991–
1996 and report a cheaper direct cost of capital
raising of around 10%. They also find evidence of the
economies of scale for issuers. While the studies
discussed earlier focused on industrial companies,
Dimovski (2006) investigated the direct capital raising
costs of Australian Listed property trust (LPT) IPOs
during 1994–2004. He reported average total direct
costs are around 6.1% of the capital raised. A follow-
up study by Dimovski and Brooks (2007b) identifies
clear economies of scale in direct costs and finds that
property trust IPOs that employ more debt are likely
to have higher capital raising costs.
III. Data and Model
The sample consists of 30 Australian closed-end fund
IPOs that listed on the Australian Stock Exchange
during 1995–2005. The total direct costs of the issue as
well as the costs of legal work, accounting work and
underwriting and stockbroking were collected from
the prospectuses of each the IPOs located in the
Connect 4 Company Prospectuses database. The
closing share price of each of the IPOs first day’s
trading was obtained from the IRESS database. This
was used to calculate the indirect cost of underpricing.
The first part of this study is descriptive and
identifies the percentage direct costs of capital raising
and the indirect underpricing costs for the sample of
Australian closed-end fund IPOs from 1995 to 2005.
The second part of the study investigates some factors
that might influence the total direct costs, the legal
costs, accounting costs and underwriting/stockbrok-
ing costs of the capital raising. More formally, the
relationship between total direct costs and variables
that may influence these costs is examined by the
regression model:
LNTOTCOSTS¼0þ1 LNPROCEEDS
þ2 UWRITTEN
þ3 SHOPTIONþ4 DELAYþ "
ð1Þ
LNTOTCOSTS is the natural log of the total direct
costs of the capital raising. LNPROCEEDS is the
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natural log of the size of the equity capital proceeds
to be raised. UWRITTEN is a dummy variable of 1
if the IPO is underwritten, and 0 if not. SHOPTION
is a dummy variable identifying those IPOs that
issued options to subscribe for further capital. Such
options are of value immediately upon listing. The
DELAY variable identifies the number of days from
the registration of the prospectus to the date of
listing. The ’s are unknown parameters to be
estimated and " is assumed  N(0, 2).
LNPROCEEDS tests the economies of scale
findings of Lee et al. (1996b) and Chen and Wu
(2002) now with regard closed-end funds. A positive
and significant coefficient of <1 indicates that for a
1% increase in proceeds there is a less than 1%
increase in the total direct costs. Australian IPOs are
not required to be underwritten to list, but if they are
then one might expect as Pierson et al. (2002) that
underwriting significantly influences the percentage
of total direct costs. The UWRITTEN variable tests
this hypothesis. The SHOPTION variable tests the
Schultz (1993) hypothesis that such IPOs are riskier.
As such they may be more difficult to market
and hence more costly to market. Similarly the
DELAY variable identified by How et al. (1995)
and Lee et al. (1996a) as a measure of informed
demand is tested. It may be expected that those IPOs
that take longer to list are riskier and hence more
costly to market.
Legal and accounting costs are also identified in
the prospectuses of the LIC IPOs. While not
enormous as percentages of the overall costs in
raising the equity, they do amount to just under
$0.5 million per average IPO. As such, in addition to
investigating factors that influence total direct costs,
this study also investigates factors that might
influence the legal and accounting costs of LIC
IPOs in Australia.
The regression models with the natural log of legal
costs (LNLCOSTS) and the natural log of accounting
costs (LNACOSTS) as the dependent variables are as
follows:
LNLCOSTS ¼ 0 þ 1 LNPROCEEDS
þ 2 UWRITTEN
þ 3 SHOPTION þ 4DELAYþ "
ð2Þ
LNACOSTS ¼ 0 þ 1 LNPROCEEDS
þ 2 UWRITTEN
þ 3 SHOPTIONþ 4 DELAYþ "
ð3Þ
where all the variables are as defined previously, the
’s are unknown parameters to be estimated and " is
assumed  N(0, 2).
Table 1 reports some of the mean descriptive
statistics for total direct costs, underwriter/stock-
broker costs, legal costs and accounting costs related
to equity capital raised. Mean underpricing is also
identified. The mean total direct costs as a percentage
of proceeds are 3.38% while mean undepricing
is 1.30%. In aggregate, the figures suggest the average
LIC IPO retains around 96.6 cents of each $1 it raises
while the LIC IPO shares traded at around $1.01 at
the end of the first day of listing. Underwriting/
stockbroking costs as a percentage of proceeds
averaged around 2.32% while legal costs as a
percentage of proceeds averaged 0.25% and account-
ing costs as a percentage of proceeds averaged 0.07%.
The partitioning of LIC IPOs by size tends to suggest
Table 1. Average direct costs and underpricing percentages, by size of closed-end fund LIC IPO, 1995–2005
Gross
proceeds
$ million
No. of
issues
Average
legal
costs %
Average
accountant
costs %
Average broker/
underwriter
costs %
Average total
direct costs %
Average
underpricing %
To $50m LIC IPOs 257.1 10 0.48 0.11 3.01 4.23 0.64
Min 1.57 Min 16.40
Max 8.61 Max 11.30
$50.1m to $100m LIC IPOs 947.5 11 0.20 0.06 1.89 3.25 3.95
Min 1.20 Min 3.00
Max 7.47 Max 11.50
Over $100m LIC IPOs 2720.0 9 0.06 0.03 2.08 2.61 1.21
Min 1.50 Min 7.00
Max 4.23 Max 3.50
3.38 1.30
All 30 LIC IPOs 3924.6 30 0.25 0.07 2.32 Min 1.20 Min 16.40
Max 8.61 Max 11.50
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economies of scale, that is larger LIC IPOs cost
proportionally less than smaller IPOs.
IV. Results
Table 2 shows the multiple ordinary least squares
regression results between the natural logs of total
direct costs, legal costs and accounting costs and the
previously discussed explanatory variables for the 30
LIC IPOs. Standard regression diagnostics are also
reported.
The results suggest economies of scale in total
direct costs for LIC IPOs in their equity capital
raising process. While no economies of scale are
apparent with legal costs, accounting costs appear to
benefit as the proceeds raised rises. The regression
results suggest for every 1% increase in proceeds
raised, total direct costs rise around 0.803% while
accounting costs rise 0.327%.
Additionally, IPOs that employ an underwriter are
likely to have higher total capital raising costs.
Percentage total direct costs do not appear to be
significantly influenced by the SHOPTION or
DELAY variables.
V. Conclusion
This study adds to the international literature on
closed-end fund IPOs with an examination of the
direct costs of raising equity capital by them. This
study finds that the percentage of total direct and
accounting costs as proportions of proceeds raised,
are reduced, the greater the proceeds raised. The
percentage of total direct capital raising costs is also
greater by those closed-end fund IPOs which engage
underwriters.
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